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Suite 1000
1120 20th Street, NW.
Washington, DC 20036
202 457-3810

October3, 2002

MarleneH. Dortch,Secretary
FederalCommunicationsCommission
ThePortals
445 l2~’Street,S.W., TW-A325
Washington,DC 20554

Re: Responseto APCC’s Ex Parte Letter of September23, 2002;
Implementationof the PayTelephoneand CompensationProvisionsof
theTelecommunicationsAct of 1996,CC DocketNo.96-128

DearMs. Dortch:

AT&T Corp. (“AT&T)”) respectfully submits this ex parte responseto
argumentsraisedby the American Public CommunicationsCouncil (“APCC”) in its
September23, 2002expartesubmissionin this docket.1

APCC’s most-recentsubmissionrecyclesthe sameargumentsthat havebeen
presentedto the Commissionin this proceedingsince 1997. Theseargumentswere
beforetheCommissionwhenit properlymandatedtrue-upsfor theIntermediatePeriod
(October7, 1997 — April 21, 1999)andwhenthe Commissionmandatedtrue-upsfor
the Interim Period (November 7, 1996 — October 6, 1997).2 As it has done in
numerous recent ex parte submissions,APCC once again puts forth a litany of
speculativeand false assumptionsin an attemptto circumventAT&T’s legal right to

1 SeeLetterfromAlbert H. Kramer,RobertF. Aldrich, andRobertN. Felgarto MarleneH. Dortchdated

Sept. 23, 2002, “Re: Implementation of the Pay TelephoneReclassificationand Compensation
Provisions of the TelecommunicationsAct of 1996, CC DocketNo. 96-128, IXC OverRecoveryof
CompensationPayments”(“APCC Sept.23 ExParte”).

2 SeeImplementationof the Pay TelephoneReclass~fIcation& CompensationProvisions of the

TelecommunicationsActof1996, 14 FCC Rcd. 2545,¶ 196 (1999) (“Third Report& Order”), aff’d,
AmericanPublic CommunicationsCouncilv. FCC,215 F.3d51 (D.C. Cir. 2000); Implementationofthe
Pay TelephoneReclass~flcation& CompensationProvisionsofthe TelecommunicationsActof1996,CC
DocketNo. 96-128,FourthOrder on Reconsideration& Order on Remand,¶ 34 (rel. Jan.31, 2002)
(“Fourth Report& Order”).
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true-upsfor overpaymentsthat it madein theInterim andIntermediatePeriods.3 None
of APCC’s argumentsunderminetheconclusionthat AT&T paidPSPsmorethanthe
amount that the Commissionhas determinedto be fair in both the Interim and
IntermediatePeriods. Nor do APCC’s argumentsaffectAT&T’s showingthat, for the
IntermediatePeriodalone,AT&T would remainundercompensatedby almost $150
million evenaftera trueup. As aresult,APCC’s Sept.23 Ex Parteprovidesno basis
for reconsideration.

First, APCC claimsthatthe revenuesgeneratedby AT&T’s payphone-specific
surchargesprovidesufficientpayphonecostrecovery.APCC Sept.23 Ex Parteat 7-8.
That is false. Although AT&T generatedpayphone-specificrevenues,AT&T’s
payphone-specificcostssubstantiallyexceededthoserevenues.In its October1, 2002
exparte, AT&T specifically sets forth, on a quarterlybasis, its estimatedpayphone
revenuesand costs for the IntermediatePeriod.4 As thosedatademonstrate,even
taking the true-upamountsin account,abest-caseestimateis that AT&T will remain
undercompensatedby at least$149million for theIntermediatePeriodalone.

Second,APCCfurtherarguesthat reductionsin accesschargesmadeduring the
Interim Periodshouldbe usedin calculatingAT&T’s payphonecostrecoveryfor the
Interim and IntermediatePeriods. APCC September23 Ex Parte 3, 6-7. APCC
assumes,wrongly, that thesesavingsarerelevanthere and that AT&T did not pass
alongthosesavingsto consumers.Even if thesereductionswere relevant— andthey
arenot — theCommissionhasrejectedthe argumentthat IXCs would not passalong
reductionsin accesschargesto theircustomers.As the Commissionhasstated: “We
seenothingto indicatethatmarketforceswill not compelIXCs to flow throughaccess
chargereductions”5 In this regard,the Commissionhasrecognized,AT&T’s long-
statedpolicy to passthroughaccesschargereductionsto its endusers.Seeid. In fact,
for the period July 1, 1997 to June30, 1998, the AT&T’s total AIRPMin (average
revenueperminute) for interstateservicesdroppedby almost $2.5 billion, almost 1
billion more thanthe $1.5 billion in interstateaccessreductionsreceivedby AT&T.6

Finally, it remainsAT&T’s policy to passon its accesscostreductionsto its endusers.

~ SeegenerallyLetter from TeresaMarrero et al. to Marlene H. Dortch datedOct. 1, 2002, “Re:
Responseto APCC’s Ex Parte Letters Of September5, 2002 and September11, 2002, Re:
Implementationof the PayTelephoneandCompensationProvisionsof theTelecommunicationsAct of
1996,CCDocketNo. 96-128(“IXC Oct. 1 Ex Parte”);LetterfromTeresaMarreroto MarleneH. Dortch
datedJuly 2, 2002, “Re: Implementationof the Pay TelephoneandCompensationProvisions of the
TelecommunicationsAct of 1996,CC DocketNo. 96-128;ColoradoPayphoneAssociationPetition for
reconsiderationRe: Retroactive Adjustment of SecondReport and Order Period Compensation;
RetroactiveAdjustmentof Interim Compensation(“IXC July2, 2002Ex Parte”).

4IXC Oct. 1 Ex Parte,Attachment1 (Confidential).

~Price Cap PerformanceReviewfor LocalExchangeCarriers; AccessChargeReform, 12 FCCRcd.
16642,16717,¶ 185 (1997).

6 SeeAttachment1, Letterfrom Mark C. Rosenblum,AT&T to William Kennard,Mar. 6, 1998. See

also, Attachment 2, AT&T News Release“Audit Confirms that Prices for AT&T Long Distance
ServiceDeclinedby MoreThanReductionsin AccessFees”,Aug. 13, 1998.
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Last, APCC claims that AT&T’s general rate increases,made during the
Interim Period,generatedsubstantialrevenuesthat would more thanmakeup for any
underrecoveryfor theInterim andIntermediatePeriods. SeeAPCC Sept.23 Ex Parte
at 1. This claim is wholly speculativeand factuallyinaccurate. In essence,APCC
argues that IXCs have already recoveredpayphone compensationpayments by
focusingon increasesfor specific rateelements,while ignoring largerratereductions
that have beenoccurringacrossthe totality of IXC product lines. As WorldCom
properly explains,APCC’s approachignoresthe natureof the competitivemarketsin
which IXCs competeandthereforedoesnot provideabasisfor concludingthat IXCs
suchasAT&T were not undercompensatedfor the Interim andIntermediatePeriods.7

Indeed, APCC ignores that, for example, from 1997 through 1999, the weighted
averageofAT&T’s domesticserviceper-minuterevenuesdroppedby over26%. Last,
someof therateincreasesuponwhich APCCreliesappliedonly to a subsetof AT&T
services,thereby further underminingthe validity of the estimatesand approach
advocatedby APCC.8

In short, APCC’s spuriousclaims of AT&T’s purported“over recovery” are
baselessandshouldberejectedby theCommission.

Sinc rely,

TeresaMarrero

Attachments
cc: M. Brill

J.Carlisle
J.Goldstein
D. Gonzalez
L. Kinney
J.Marcus
J.Rogovin

~SeeLetter from Larry Fensterto MarleneH. DortchdatedSept.23, 2002,Re: Implementationof the
Pay TelephoneReclassificationandCompensationProvisionsof the TelecommunicationsAct of 1996,
CC DocketNo. 96-128,at 2-3 (“WorldCom’s Oct.2 ExParte”).

~ Thus,the FrostandSullivansurveycitedby APCC as “proof’ of AT&T’s over-recoverycompletely
ignoresthat theserateincreasesappliedto Interstateserviceonly (andnotto Intrastateservices)and the
limited reachof theseincreasescausedby the prevalenceof customer-specificcontractedrates not
affectedby generalrateincreases.Forexample,AT&T’s February27, 1997increasedid notapplyto all
toll-free services,asAPCC asserts,APCC Sept.23 ExParteat 2,butonly to interstatetoll-free services.
Similarly, AT&T’s May 1, 1997 rateincreasedid not, as APCCsuggests,id., apply to all interstatetoll-
free services,butonly outboundinterstatetoll-free services.
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Attachment1

RECEIVED.

MAR -61998 ~~AT&T

Mark C. Rosenblum . - 0~ ~ —~ Suite WOO
~I1cePresidene-~.aw&FederaI Il2O2OlhSt.NW
GovernmentAffairs Washington.DC 20036

202 457-2120
FAX 202 457.3205

March 5, :1998

The Honorable William E. Kennard, Chairman
Federal Communications Commission
1919 M Street,NW, Room 82.4
Washington, DC 20554

Re: CC2/CPD 98-13

IDear Chairman Kennard:

AT&T’s Chairman and CEO C. Michael Armatrozig has asked
that I respond to your February 26, 1998 letter,. and to set the
record straight on the allegations made by the United States
Telephone Association (“USTA”) about interexchange carrier
(“IxC”) pricing and access flowthrough. AT&T’s response again
confirms, as we have consistently stated, that AT&T customers
are in fact paying lower actual prices for long distance service

and that our long distance prices are dropping faster than
the access charges that we must pay to local exchange carriers
(“LECs”).

The good news here is that long distance competition.
remains a singular success for the customer, in terms. of choice,
innovation arid price. . Even though access prices and the new
universal service fund (“USF”) charges are too high, AT&T’s
customers continue to pay lower prices that more than reflect
the modest reductions in interstate access charges that have
occurred. Indeed, for the period July 1, . 1997 . to June 30, 1998,
AT&T’s average revenue per minute (~RPMin”) for interstate
services hasdropped by almost $2.5 billion, almost $1 billion
more than the $1.5 billion in interstate access reductions.
received by AT&T. Moreover, these interstate reductions are
dwarfed by the massive and unjustified profits monopoly LECs
continue to earn from access rates inflated above true economic
cósta by almost $10 billion.

In these circumstances, AT&T submits that the
real challenge in the telecommunications industry today is
genuine access reform and opening local telephone markets
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to meaningful competition. If the commission would make
cost-based~accesspricing a r.ea-l~y, and Mnp~ementthe flCW
USF at more appropriate and competitively-neutral .3eve3.s,
the prospects for local, competition would be brighter, an4
long distance prices could fall even faster.

First, it is clear that AT&T’s customers are

paying prices for long distance service, as measured by
ARPMin, that are falling faster than the level of
interstate access charges AT&T must pay. Unlike customers
of monopoly LECs who have no choice of service and price
plans, long distance customers enjoy a broad and expanding
array of price and servIce offers, from hundreds of
competing providers. As a result of this competition,
customers can and do obtain lower and lower prices (that
more than reflect access reductions) through reduced rates
in filed:tariffs, promotional offers, custom contract
offerings for business customers (or renegotiation of
existing services provided under such contracts)’, and
movement by customers to more attractively priced services
(for m, . optional calling plans like AT&T’ s One Rate

plan).. The best measure of price is the amount customers
actually pay for long distance in a given period. The
industry standard for measuring price is .ARPMin: . long
distance revenues divided by long distance usage. When
ARPMin is falling faster than per-minute access charges (as
it is), then AT&T’S customers are getting the full benefit.
of access cost reductions.. .

AT&T has estimated that, for the peripd
July 3., 1997 to June 30, 1998, AT&T’s ARPMin for.interstate
services has dropped by nearly $2.5 billion. Customer
savings in ~ ~L access reductions realized by AT&T for
that period are projected to be $977 million. AT&T thus
passes far more than 100% of its savings in access costs
through to its subscribers in the form of lower prices paid
by those. subscribers for AT&T’s services.

Against this massive decline in the amounts
customers actually pay for AT&T service, the total access
cost savings to AT&T attributable to reductions in
interstate access charges pales by comparison. AT&T’S
total access savings are estimated to be $1.4743 billion
for the period July 1, 1997 to June 30, 1998. This total
was computed by ubtracting the per~ •~~inute access charges
AT&T expects’ to pay for that period from what it would have
paid for the prior twelve-month period under the LEC access
charge tariffs in effect during that period. Specifically,
AT&T multiplied its demand by representative access charges
in effect from July 3., 1996 to June 30, 1997, multiplied
its demand by. access charges revised to reflect revisions
to access charges effective July 1, 1997 and January 1,
I99S, and subtractedthe products of those two
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calculations, which equals $3..7028 billion. From this,
AT&T .subtrac.ted the new costs it has incu~r.ed. ~or ~he
payment of PICCs to local exchange carriers. For the
period July 1, 1997 to June 30, 1998, AT&T will pay
$543.0 million more than it would have under the ‘access
charges in effect on June 30, 1997, which included no
PICCs. Finally, AT&T added back irt~ for the period July 1,
1997 to June 30, 1998, the $314.5 million amount reflecting
reductions in access charges due to the elimination of the.
old high cost fund~1 These calculations result in a total’
reduction inAT&T’s interstate access costs for this period
of $1.4743 billion.

As the table below illustrates, the “net of
AT&T’s total ARPMin reductions and its total access’savings
amounts to $977 million.

CustomerSavings in Excess of. Access Reductions
July 1, 1997 to June 30, 1998

(S in millions)

TOTAL
Access Cost Reductions . (1,474)
ARPMin Decline (2,451)

Customer Savings in’
Excess of Access . 977
Reductions ‘

Although, as the above table shows, AT&T
customers, in fact, are enjoying lower long distance prices.
that more than reflect acceSs savings AT&Thas realized,
the data are conservative because these figures~ do not
include the additional cost burden imposed on AT&T by the
Commission’s new USF rules. AT&T’s’contributions ‘to
support universal service programs for the period from
January 1, 1998 to June .30, 1998 were ca].culated.using tISAC
1998 first quarter contribution factors, AT&T’s estimate of’
the second quarter 1998 factors, and AT&T’ s ‘revenues from
its filed Form 457 USF Worksheet. The second quarter
contribution f actors were developed based on funding caps
established by the Commission in CC Docket No. 96-45 and
the revenue bases reported in FCC Public Notice DA 97-2~23.

Although AT&T’S analysis reflects a reduction in its
access costs due to the elimination of the old High
Cost Fund (“HCF”), AT&T has not included in the above
table the new separate costs it bears as,a result of
its required contributions to the new USF.
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Universal Service Contributions
January 1, 1998 to June 30, 1998

($ in millions)

High Cost Support ‘ 395
Low-Income Support ‘ 114

Schools, Libraries and Rural.
Health Care ‘ ‘ , 155

Total AT&T tiniversal. Service 664
Contributions

~imited recent actions by AT&T to recover some of
the new costs (namely, USF assessments and PICCa) added to
the system do not changethis. They include mechanisms
that seek to recover no more than AT&T’ a actual cost o~
contributing to. the new programs in respect of the
customer; in fact, AT&T underrecovers by a wide margin.
AT&T’ is not generating profits on USF recovery becauseit
is already flowing through more in price~ reductions than. it
has received in access reductions. Moreover, because of
systems and implementation requirements, as well as
price-guaranteed contracts, AT&T ‘currently is only
recovering a portion of the new t7SF assessment associated
with business services, an4 it is not recovering as ‘a
line-item on the consumerbill, any of the assessment
associated’ with residential. services. For example.
although for business services AT&T’s USF paymentsare $302
million, it is recovering only two-thirds or $3.98 million
through a line-item on the bill. Similarly, while AT&T’s
liability for PICCa for business customers is approximately
$245.5 million, it is only recovering approximately
$49 million through line-item charges on the bill. As you
also know, AT&T is considering actions to begin recovering
some additional portions of the USF and P1CC costs.2

2 Even if any such actions are taken (for example, a
P1CC recovery mechanism for non-basic schedule
residential customers of no more than -$0.95 per
month), residential and business customers will each
still enjoy a significant net decrease in actual price
paid. ‘
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Indeed,, becausethe. add.it~ona&.e~*pens.es
associated with USF,payments, commencing January 1, 1998,
more than offset TJSF recovery and P1CC recovery (including
planned P1CC recovery for residential customers), the
figures show an even greater consumer saving as compared to
AT&T’s costs. Because of competition, this proves that’
AT&T customers are able to take advantageof better and
better price plans, in larger and larger numbers, thus
reducing their overall’ long distance bill.

Net Customer Savings in Excess of Access Reductions
and PICC/USP Recovery

July 3., ‘1997 to June 30, 1998
($ ‘in millions)

TOTAL
Customer Savings in Excess of
Access Reductions 977
P1CC Recovery ‘ ‘ (83)
Planned Blended P1CC Recovery
(4/1/98-6/30/98) (91)
USF Payments (1/1/98-6/30/98) 664
USF Recovery (198)

Net Customer Savings in
Excess of Access Reductions 1,269
and PICC/USF Recovery’

Finally, AT&T is especially surprised at
questions raised in your letter with respect to how we
label P1CC and USF charges on the customer bill. AT&T has
been particularly active and forthcoming with you arid your
staff, and with others in Washington, about its plans.
AT&T decided in December, 1997 not to put a separate TJSF
charge on residential bills until at least July 1, 199,8.
Where AT&T has separately charged such items. (to business
and wireless customers), we have been scrupulOus to observe
the Commission’s request that such descriptions be
accurate: we always make clear that AT&T must pay these
charges and AT&T has chosen to recover them through a
separate assessment on the bill. Moreover, wehave worked

,hard with the Commission and others to share our
descriptive language and meet any concerns.

The net customer savings in excess of access
reductions and PICC/tJSF recovery is computed by
subtracting from Customer Savings in Excess of Access
Reductions the additional revenues AT&T expects to
recover through PICCs, Blended PICCa, USP Recovery,
and adding back USF Payments.
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I ~ this fully addresses the is~ues ~raised ±n~
your letter and that the Commission will continue its focus
on local markets, so that the promise of the
1996 Telecommunications Act can become a reality.
In short, AT&T has already flowed through to customers more
than the access cost reductions it has received, :and
strikingly more than that when the new USP program costs
are taken into account. Far more impressive long distance
price cute are possible, but the CommisSion holds ‘the key.
Interstate access reductions in auly 1997 and January 1998,
welcome as they were, amount to, a small fraction of the
total access revenue stream enjoyed by the LECS. AT&T
estimates that these revenues exceed by a massive
$8-$9 billion the LECs’ true cost of providing access. . If
the PCC were to act to ensure that accessprices reflect
these costs, far larger reductions in long, distance pricing
would be assured. ‘ ‘

Respectfully yours,

cc: Commissioner Susan Ness
Commissioner Michael K. Powell
CommissionerHarold W. Furchtgott-Roth
CommissionerGloria Tristan



: Attachment 2

V ___

News2?elease

For 1ur’iherjnform~jon.
Jim Mc(3ann
202-457-3942

AUDIT CONFIRMSTHAi PRICESFO1~.AT&T LONG DISTANCESERVICE’.
DECLINEDBY MORE T}JAN EDUCTIONSINACCESSFEES

FORRELEASETHURSDAY,AUGUST 13, 1998

WASHINGTON -- AT&T today released the resuitsofareportfrom its outside

auditorconfirming the company’s SSscrtionthatbetweenJuly 1, 1997snd’June30, 1998,

AT&T Joweredlongdistancepricesfarin excessofthe reductionsin theaccessThesit

paidto local telephonecompanies. S .

ThePricewaterhouscCoopersauditconfirmsthatpricespaidby customersfur

AT&T’s long distance seriice declinedby Some~460rnhljon more than reductio~~

orderedby regulators in whatAT&T paysto the local telephonecompaniesforaccess.

LCI1IS auditConfirmswhat we’ve been sayingfora longtime: AT&T passesalong

much rrwre in thefomi.of Jower long distance prices than we receive in accesscost

- reductions,”saidItick Bailey,AT&T vicepresident—. federalgovernmentaffairs. “And

contraryto what ConsumersUnionand theConsumer Pederationaresayingtoday-,This is

trueforbothbusiness and residence customers. S

“It’s especiallyironic ‘that accessflow Throughquestionsarebeingraisedtodayin

light ofto4ay’sothernews,”hesaid.

A WashingtonPoststotytodaysaysthatanFCCauditofBell company

equipmentindicates some$5 billion ofequipmenttheBel1~have included~nrate-selling

calculationscannotbe located.
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beenobviousforyearsthatThe realissuefacing the industryis inf]ated

accessfeesandnowit looks like thosefeesmay be even moreinflatedthanwethought,”

saidBailey. S

4~Sothe real question isn’t, Where’sTheaccessflow through? The questionsare,

CanthemonopolyBell companiesjustii~’whatthey’vebeenchargingfor access? Why

aren’taccessr~l.~ctionsmuch bigger Than they’ve been?” be said. -


